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REPORT TO THE PRESIDENT
U.S. Tariff Commission,
June 1, 1966.
To the President:

Pursuant to your request of March 31, 1966, the U.S. Tariff
Commission has made an investigation under section 22(d) of the Agri-
cultural Adjustment Act, as amended, supplemental to its investigation
No. 6 under section 22 of the said act, to determine with respect to
Cheddar cheese, and cheese and substitutes for cheese containing, or
processed from, Cheddar cheese (hereinafter referred to collectively
as Cheddar cheese)--

(1) whether for the current quota year ending June 30, 1966

the existing import quota of 2,780,100 pounds on Cheddar
cheese may be increased by 926,700 pounds,

(2) whether the existing quota of 2,780,100 pounds may for

an indefinite period be enlarged to 4,005,100 pounds, not
more than 2,780,100 pounds of which shall be products
other than natural Cheddar cheese made from unpasteurized
milk and aged not less than 9 months, and also

(3) whether for the quota year beginning July 1, 1966 and

ending June 30, 1967 the existing quota of 2,780,100 may

be increased to 9,565,300 pounds, not more than 8,340,300

of which shall be products other than natural Cheddar

cheese made from unpasteurized wmilk and aged not less than

9 months ‘
without rendering or tending to render ineffective, or materially inter-
ferring with, the Department of Agriculture's price-support programs for
milk and butterfat.

Notice of the institution of the supplemental investigation was

given by posting a copy of the notice at the office of the Commission in

Washington, D.C., and at its office in New York City, and by publication



in the Federal Register (3L F.R. 5535) and in the April 20, 1966 issue

of Treasury Decisions. Coples of the notice were also sent to press

associations, to trade and similar organizations of producers, and to
importers, known by the Commission to have an interest in the subject
matter of the supplemental investigation. Sald notice included a notice
of a public hearing to be held in connection with the supplemental
investigation. The hearing was duly held on April 28 and 29, 1966, and
all interested parties were given opportunity to be present, to produce
evidence, and to be heard at such hearing. In addition to the informa-
tion submitted at the hearing, the Commission obtained information
pertinent to the supplemental investigation from its files, from briefs
of interested parties, from the U.S. Department of Agriculture, and from
other appropriate sources.

Emergency action under section 22(b) of the Agricultural Adjustment
Act had been taken on March 31, 1966, by Proclamation No. 3709 which
provisionally increased the quota on Cheddar cheese from 2,780,100 pounds
to 3,706,800 pounds for the quota year ending June 30, 1966. On May 16,
1966, the Commission submitted a report containing its finding and
recommendation with respect to.the continuation of the increase for the
current quota year. The present report contains the findings of the
Commission with respect to the enlargement of the quota on Cheddar

cheese for subsequent years.



Findings
On the basis of the supplemental investigation, the Commission finds
unanimously thatAowing to changed circumstances--

*(l) the enlargement for an indefinite period of the quota on
Cheddar cheese to 4,005,100 pounds, not more than 2,780,100
pounds of which shall be products other than natural Cheddar
cheese made from unpasteurized milk and aged not less than
9 months, and also

(2) the enlargement for the quota year beginning Juiy 1, 1966
and ending June 30, 1967 of the quota on Cheddar cheese to
9,565,300 pounds, not more than 8,340,300 of which shall be
products other than natural Cheddar cheese made from un-
pasteurized milk and aged not less than 9 months,
will not render or tend to render ineffective, or materially interfere

with, the price-support programs of the U.S. Department of Agriculture

for milk and butterfat.

Allocation of Quota

Several representations were made to the Commission to the effect
that the current licensing arrangements and allocations of the quota
among supplying countries should be revised because world trade pat-
terns with respect to Cheddar cheese have changed significantly since
the establishment of the quota in 1953.

In its 1953 report to the President, the Commission recommended
equitable distribution of the quota on Cheddar cheese and other quota
items among the supplying countries on the basis of the "equitable"
rule of Article XIIT of the General Agreement on Tariffs and Trade, but
did not propose particular allocations. By Proclamatién No. 3019 of
June 8, 1953, the President delegated to the Secretary of Agriculture

authority to allocate the cheese quotas (including Cheddar)vas



recommended by the Commission. Accordingly, it is the Commission's
view that recommendations for alteration in the allocation system by
the Commission would not be appropriate; however, the Secretary of
Agriculture may wish to consider the representations made to the
Commission with regard to the glleged inequities in the present
allocations and make such changes as may be appropriate consiétent

with the rule of Article XIII of the GATT.

Principal Considerations Bearing on
the Commission's Findings

For many years the United States has been the world's leading
producer of Cheddar cheese; the output in recent years has averaged
about 1 billion pounds annually. U.S. imports, since being restricted
by quota, have been of minor significance in relation to domestic pro-
. duction. Since 1953, when the annual import quota of 2,780,100 pounds
was imposed under section 22 of the Agricultural Adjustment Act, the

domestic market situation for Cheddar has changed considerably.

The increase in the gquota for an indefinite period

U.S. consumption of Cheddar cheese rose from 769 million pounds
in 1953 to 1,025 million pounds in 1965, or by an average of about 3 per-
cent per year. This rise in consumption is largely atfributable to
the general increase in dispoSable personal incomes, population growth,
and the rising use of cheese in a wide variety of manufactured food
products. Imports, restricted by the quota, have supplied an insig-

nificant and declining share of consumption. The proposed increase in



the annual quota for the indefinite period is equivalent to only about
one-tenth of 1 percent of the U.S. consumption of Cheddar cheese.

The proposed increase in the quota for the indefinite period is
subject to the provision that the quota shall include no less than
1,225,000 pounds>of Cheddar made from unpasteurized milk and aged at
least 9 months. Inasmuch as imports equal to the aggregate quota will
not interfere materially with the Department's programs, the provision
for a separate amount for a particular type of Cheddar within the

overall quota could not interfere.

The increase in the quota for the year beginning
July 1, 1966, and ending June 30, 1967

Since 1962, the wholesale price of Cheddar cheese has risen signifi-
cantly, the U.S. output of such cheese has increased moderately, purchases
"by the Government have declined, and.aggfegate stocks owned by commercial
interests and the Govermment have béen reduced substantially.

This strengthening in the market for Cheddar has resulted in part
from changes that have occurred.iﬁ'the dairy situation over the past
several years. |

Although U.S. annual production of miik had increased between 1960
and 1964, reaching a record 127 billion pounds in the latter year, it
has more recently begun to decline because more favorable returns are
available from alternative farm enterprises, particularly from raising

livestock, and off-farm employment opportunities are increasing. In



1965 it dropped off 1.5 percent; in the first four months of 1966, it was
nearly 5 percent lower than in the corresponding period of 1965. Further,
according to U.S. Department of Agriculture forecasts, total milk produc-
tion in 1966 is likely to be more than 2 percent lower than in the previous
year.

At the same time, the annual production of Cheddar cheese has in-
creased significantly, rising from 894 million pounds in 1960 to slightlj
more than 1 billion pounds in 1965. Population growth accounts for only
part of this increase; consumer preference apparently is a major factor
as well since per capita annual consumption increased from 5.4 pounds
in 1960‘to 6.2 pounds in 1965. In the second half of 1965 and in early
1966 commercial sales of Cheddar rose sharply, principally because of
increased use of cheese in school lunch programs.

This coupling of a strengthened demand for cheese wifh reduced
supplies of milk has raised the price of milk used in cheese-making, and
the price of Cheddar has gone up accordingly. In addition, cheese has
traditionally served as an alternate source of protein to meat and fish,
and when prices of these products rise sharply--as they have since the
middle of 1965--cheese prices tend to go up as well. During 1960-65,
the average annual market price for Cheddar cheese at Wisconsin assembly
_ points ranged from 34.L4 cents to 39.8 cents a pound; in the last half of

1965, it rose each successive month, reaching L2.L4 cents by the end of



the year. By March 1966 it was 45.7 cents. Notwithstanding a decline
in price of 3 cents per pound in early April 1966, the price there-
after was still above the level reached in December 1965. l/

The rise in price of Cheddar cheese was reinforced when the Secre-
tary of Agriculture raised the Commodity Credit Corporation (CCC) support
price from 36.1 cents to 39.3 cents per pound. Given this overall
healthy situation, it has not been necessary for the Government to buy
any cheese since October 1965 and the CCC currently has no uncommitted
supplies of Cheddar cheese. Because of the increased inducement to
deliver milk to cheese plants and because of the higher CCC prices, it
appears that the annual output of Cheddar will increase moderately
over the next several years.

The proposed increase in the quota (from 2,780,000 pounds to
9,565,300 pounds) for the year beginning July 1, 1965 amounts to about
two-thirds of 1 percent of U.S. consumption, Set against the back-
ground of growing demand and higher prices, a situation that shows every
indication of continuing through the coming year, added imports in such
small quantities will not have any significant impact on the Cheddar

cheese industry and thus will not materially affect the Department of

1/ On Apr. 1, 19066, the Commission announced the institution of its
supplemental investigation under section 22; shortly thereafter, on
Apr. T, the price at Wisconsin assembly points declined to 42.7 cents
per pound. On May 20, it rose to 43.0 cents per pound. Although the
Secretary of Agriculture raised the CCC purchase price for Cheddar on
Apr. 1, 1966, the market price has remained significantly above the CCC
purchase price.



Agriculture's price support programs for milk and butterfat. Such
programs also would not be affected by the division of the quota into
aged Cheddar made from unpasteurized milk and other types of Cheddar.

Respectfully submitted.

: ’ ’ I,

Paul KaplowitZ, Chairman’




INFORMATTON OBTAINED IN THE INVESTTGATION

The Domestic Dairy Situation
The U.S. output of milk for sale in the fluid state is generally

produced near the large population centers, whereas milk used in |
manufactured products is produced largely in the East North Central
and West North Central regions of the United States. In recent years,
these two regions combined have accounted for nearly TO percent of the
milk used in dairy products. Wisconsin and Minnesota have been the
leading States producing milk consumed in manufactured dairy products;
other important sources have been Iowa, New York, and Californiaa In
1964, Wisconsin, Minnesota, and Iowa accounted‘for'more than hélf of
the U.S. production of butter, Cheddar cheese, and nonfat dry milk.

| In recent years about 51 percent of the U.S. production of milk
for human consumption has been used to maﬁufacture dairy products;
'the remainder has been consumed principally in the fluid form.
About half of the milk used in manufactured dairy products in recent
. years was used in butter, a fourth in cheese, and the remainder in a
variety of products, including ice cream, frozen products, ahd condensed
and evaporated milk. More than 60 percent of the milk used in cheese
has been used in Cheddar. Although the share of the output of milk that
is used for Cheddar, compared with that used for all cheese, has declined
slightly since the early 1960's, the total production of both Cheddar.

and cheeses other than Cheddar,has increased.

Recent trends in the U.S. production of milk

During the past decade the U.S. average production of milk usually

has varied less than 2 percent from year to year (table 1). It increased
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irregularly from 120 billion pounds in 1953 to a record of 127 billion
pounds in 1964, valued at about $5.3 billion. In 1965, however, the
annual production declined to 125 billion pounds, which was about 1.5
ﬁercent below the 1964 level. The deciine was associated with more
favorable returns in alternative farm enterprises, particularly live-
stock, and increasing opportunities for off-farm employment. The U.S.
Department of Agriculture recently forecast that current confitions
are similar to those in 1965; accordingly the production of milk in
1966 may decline by as much as 2 percent below that in 1965. 1/ Pro-
duction may begin to increase somewhat in latebl966, however, in
response to the increased support levels announced by the Seéretary of
Agriculture on March 31, 1966.

U.S. dairy farmers have altered their operations considerably
since the early 1950's through progress-in breeding, feeding, disease
control, and management. In 1953, the average annual milk output per
cow was about 5,500 pounds. By 1965, the average was nearly 8,100
pounds. The number of milk cows on U.S. farms declined from 22 million
head in 1953 to 15 million head in 1965. The average number of cows on
U.S. dairy farms, as reported by the Census of Agriculture, increased
from 20 per farm in 1954 to 26 per farm in 1959; indications are that
in 1964 the number of cows per farm will most likely average more than
30.. The number of U.S. farms selling milk has decreased by about‘9 per-

cent annually since the early 1960's. In 1965, some 550,000 farms sold

}/’The Department of Agriculture estimates that U.S. milk production
in 1966 will be about 122 billion pounds.
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milk in the United States. The farmers continuing to produce milk have
expanded and specialized their operations to take advantage of improve-
ments in technology, gain access to better markets, and offset rising .
costs. Dairymen have been shifting to cows that produce milk having
lower butterfat content and have marketed an increased portion of their
output as whole milk, rather than as farm-separated cream. The mafket-
ing of milk in the United States has become more uniform and standard-
ized in recent years. About half of the milk sold by farmers to
handlers (processors or dealers) is marketed undeerederal Milk Market-
ing Orders. These orders, administered by the U.S. Department of
Agriculture, require milk handlers to pay farmers certain minimum

prices for milk based on its end-use.

Role of cheese and bﬁtter in pricing milk for manufacturing

The share of the total output of milk utilized in making cheese
has increased in recent years (table 2), whereas that going to butter
has decreased. During the period 1962-64, the prices of American
cheese (virtually all Cheddar) rose relative to butter prices inasmuch
as the demand for cheese increased rapidly. The growing demand
absorbed the rising output of cheese and prevented accumulation of
stocks. In the second half of 1965 and in early 1966, the commercial
demand for cheese rose sharply, principally because of increased pur-
chases of cheese for school lunch programs (to offset reduced Commodity
Credit Corporation (CCC) cheese donations) and higher meat prices. |
Because of the stronger demand for cheese and the reduced supplies of

milk, producers of cheese have been increasing the prices paid to
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farmers for milk more than have those producing butter. The follow-
ing tabulation shows the prices paid by producers of butter and
cheese to farmers for milk during the period July-December 1965 and -
January-March 1966 (in dollars per 100 pounds):

Prices paid by producers of--

Period Butter Cheese
1965:
July-======- 3.19 3.08
Auvguste--===- 3.25 3.10
September--- 3.26 3.15
October----- 3.30 3.23
November---- 3.32 3.33
December----- 3.36 ~3.45
1966:
January----- 3.33 3.54
February---- 3.41 3.63
March------- 3.49 3.73

The improved prices for milk at cheese plants have shifted some‘
milk,supplies from butter to cheese. The following tabulation shows
the average wholesale prices of butter at Chicago, the average whole-

sale prices of Cheddar cheese at Wisconsin assembly points, and the
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cCc purchase prices for the period July-December 1965 and January-

April 1966 (in cents per pound):

: Prices
i Butter ; Cheddar cheese
Period H ! t Excegs of @ : : Excess of
" ! Whole- ¢ cce 1 wholesale : Wholesale : cec 1 wholesale
H t ¢t price 1 Wisconsin t price
: sale . purchase . over ¢ assembly pur?hase . over
; Chicego , prices ; purchase : points : Prices . purchase
H H 1 price 1 H H price
3 H : H !
19658 3 : : ! .
July--: 59.0 3 59.0 1 -t 37.3 ¢ 36.1 1.2
Aug---1 61.0 : 59.0 1 2.0 1 37.5 : 36.1 : 1.4
Sept--: 62.2 3 59.0 3.2 37.8 3 36.1 1.7
Oct-=-13 62.9 1 59.0 1 3.9 38.6 36.1 2.5
NOV===1 63.3 1 59.0 4.3 3 40.1 36.1 L.o
Dec-=-1 63.4 59.0 b4 o ho.l 3 36.1 3 6.3
H 3 : H : H
19661 3 s : : : :
Jan---1 59.3 1t 59.0 3 .3t L2.8 36.1 : 6.7
Feb-~~1 61.8 1 59.0 1 2.8 43.6 36.1 7.5
Mar---: 63.4 1 59.0 L.h o 4s5.7 3 36.1 9.6
Apr---3 62.8 61.0 : 1.8 LL?).LP H 39.3 : L1
:

!

. . .
- s M

Tn March 1966, the wholesale prices for butter and Cheddar cheese
exceeded the CCC purchase prices by 4.4t cents and 9.6 cents per pound,
respectively. The Secretary of Agriculture, on April 1, increased

the purchase prices for both butter and Cheddar cheese. Although the
wholesale price for cheese declined by 3 cents per pound on April 7,

it continued to exceed the CCC purchase price; in May the wholesale
price averaged 3.6 cents per pound above the purchase price. During
the week ending April 7, 1966, the output of Cheddar cheese increased
by about 4 percent from the previous week; it has continued to increase

since that date.
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U.S. foreign trade in dairy products

Although the United States has been a net exporter of dairy prod-
ucts since World War IT, exports have generally been small compared
With domestic production (table 1). 1In recent years, most of the U.S.
exports of dairyvproducts have been subsidized by Government programs.
U.S. commercial exports of dairy products, therefore, have been small;
prices in most other countries have been lower than those in the United
States. During the period 1953-65, the whole-milk equivalent of the
U.S. annual exports of dairy products ranged from 655 million fo 6,850
million pounds, or from 0.5 percent to 5.4 peréenﬁ of domestic produc-
tion. Exports increased in 1963 and 1964 (equivalent to 4.0 percent
and 5.4 percent of production, respectively) principally because of the
low levels of milk production in Western Europe. In 1965, however, U.S.
exports of dairy products declined to 1.5 percent of production because
smaller Government supplies were available for export and world milk

production had increased.

For many years, U.S. imports of dairy products (in terms of milk
equivalent) have been small compared with domestic production (table 1).
During 1953-65, imports of all dairy products increassed from 525 million
pounds to 902 million pounds. A large part of the increase occurred
after 1958, the year in which products not subject to quotas (mainly
Colby cheese--and in later years--frozen cream, and certain articles
containing not over U5 percent of butterfat) began to be imported. The
U.S. annual imports of all dairy products were equivalent to about 0.4

percent of the U.S. production of milk in 1953 and 0.7 percent in 1965,
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The Pficé-Support Program

The Agricultural Adjustment Act of 1949, as amended, requires the
Secretary of Agriculture to support the prices of milk and butterfat
to producers in order to assure consumers an adequate supply of dairy
products. The levels of support for these two products shali not be
less than 75 percent nor more than 90 percent of parity. i/ The
Secretary accomplishes this objective by announcing in advance of the
marketing year (beginning April l)‘the prices at which the Department
will purchase all butter, Cheddar cheese, and nonfat dry milk offered
to it, provided the products meet its specifications. g/

About three-fourths of all milk utilized in manufactured.dairy
products is used to make‘butter, Cheddar cheese, and nonfat dry milk.
Accordingly, the Department of Agriculture maintains its purchase pro-
gram on these products to support the price of all milk sold by the
farmer, particularly during periods when there would otherwise be
distressed prices. Minimum prices paid to the farmer are established
under the aforementioned Federal Milk Marketing Orders. Prices for
milk marketed for consumption in the fluid state (Class I prices) are

generally fixed at specified premiums above the prices fixed for milk

1/ The "parity price" of individual commodities is determined by the
Secretary of Agriculture according to a statutory formula and is, in
effect, the price that a certain quantity of a specific commodity would
have to command in order to give the farmer the same equivalent pur-
chasing power as existed during a statutory base period.

2/ Under P.L. 89-321, the Secretary of Agriculture, on November 3,
1965, was authorized to purchase butter, Cheddar cheese, and nonfat dry
milk at market prices above (or below) support prices if CCC supplies
purchased at support prices are deemed insufficient to meet commitments
under various Government programs such as the school lunch program.
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used for manufacturing (surplus milk). Under most Federal Milk Market-
ing Orders, Class I prices are derived from the Minnesota-Wisconsin
price series, which reports prices for manufacturing milk in that area.
The Minnesota-Wisconsin price is determined in substantial part by
competitive conditions in that 2-State area, where about half of the
U.S. milk for manufacturing is produced and where considerably more
than half of the milk is sold free from Marketing Orders. The Govern-
ment purchase program for manufactured dairy products, therefore,
supports the Minnesota-Wisconsin price for manufacturing milk.l

The annual Government purchase prices and'market prices of the
aforementioned three products are shown for the period l953a65 in
table 3. The columns at the right under "Milk for manufacturing" serve
as a summary of the price-support experience during that periéd. The
.CCC purchase prices of the three products combined determine the sup-
port objective for milk for manufacturing (second column from right).
The dairy;price-support program has generally played the central role
in determining market prices of milk and dairy products in the United
States in recent years inasmuch as the market prices have usuaily
remained close to the Government purchase prices (table 3). Although
the CCC purchase pricés for Cheddar cheese and nonfat dry milk were
generally higher than the markef prices during the period 1953-57,
producers of Cheddar cheese sold their aggregate output of cheese at
prices averaging slightly less than the support price inasmuch as

some of the Cheddar did not meet Govermment specifications. E/ Market

}/ Moreover, trade sources reported that assemblers geferally do not
sell to the Govermment until market prices decline about 1 cent below
the CCC prices. :
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prices were higher than the purchaseAprices during the period 1958-65,
however, indicating that commercial sales had a greater effect on the
market prices during the latter period than the Government's purchase
program. Indeed, the increase in the market prices of the three prod-

ucts over the purchase prices during 1962-65 is most notable.

Government purchases

Most of the dairy products acquired under Government programs
have been purchased by the CCC. Dairy products have been removed from
the commercial market by domestic purchases and bylsubsidizing exports
under Payment-in-Kind (PIK) programs. The share of the U.S. annual
production of milk (milk equivalent basis) removed by progréms of the
U.S. Department of Agriculture from the commercial market in the form
~of butter, Cheddar cheese, and nonfat dry milk during 1953-65 is shown

in the following tabulation (in millions of pounds):

Milk equivalent
U.S. milk of CCC purchases

Calendar year production  and PIK exports Percent
1953 mmmmmmm e e 120,221 10,328 8.6
1950 e e mm e e 122,09k 9,216 7.5
1955 = mmmmmmemmam 122,945 L, 780 3.9
1956 mmmmmmmmm e e 124,860 5,224 L.2
KoY A 124,628 5,899 B ¢
1958mmmcmmmm e 123,220 4,713 3.8
AL L] MR 121,989 3,21k 2.6
1960--mmmmm e e - 122,951 3,112 2.5
1961 mmmm e e e 125,442 8,024 6.4
YT T 126,021 10,748 8.5
1963===m—=mmmmmmmem 125,009 7,777 6.2
T T 127,000 8,L6L 6.7

\J
no

1965 mmmmmmmmmm e 125,061 6,475



18

After 1962, the annual quantity of dairy products removed from the
commercial market by purchases under the U.S. Department of Agriculture
(in terms of milk equivalenf) declined because of increased commercial
sales of milk and milk products and increased exports stimulated by the
Government . l/ deernment purchases continued to decline du;ing early
1966.

The amounts of butter, Cheddar cheese, and nonfat dry milk pur-
chased annually under the price-support program varied considerably
during the period 1953-65 (table 4). During that period purchéses of
Cheddar cheese were lower in 1965 than in any &eaf except 1960. Indeed,
the U.S. Department of Agriculture had not purchased any cheese since
October 1965. 1In view of the strong commefcial demand for cheese, the
Government purchases in the calendar year 1966 are not exﬁectéd to be

as large as those in 1965.

Disposition of.purchases

Tnasmuch as the products acquired by the Govermnment under the
price-support program have generally been utilized quite promp@ly,in
recent years, uncommitted yearend supplies have been small (table 4).
On May 20, 1966, no uncommitted supplies of butter or Cheddar cheese
were owned by the Government. The quantities of nonfat dry milk
owned by fhe Government amounted to about 14 million pounds.

Butter and Cheddar cheese have been disposed of through séhool lunch
and welfare programs within the United States, whereas most of the non-

fat dry milk has been donated abroad. In 1962-65, however, substantial

l/ See the following section--Disposition of purchases.
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quantities of nonfat dry milk and small amounts of butter were exported
under the U.S. Government PIK program. Under the PIK program, commer-
cial stocks of butter and nonfat dry milk may be purchased by U.S.
éxporters at domestic market prices and exported at the prices pre-
vailing in the foreign markets. The U.S. Government affords the
exporter an announced subsidy (in the form of CCC-owned commodities)
equal approximately to the difference between the U.S. and foreign
market prices. On March 2, 1966, the U.S. Department of Agriculture

' announced that the PIK export program had been temporarily susﬁended

until the domestic dairy supply situation again juétified its use.

Costs of the program

The net _l_/ Government expenditures on the dairy price-support and
.related programs for the years ending June 30, 1950-65 are shown in
table 5. .The expenditures reached record levels in 1962-63 as the
Government purchased increased quantities of butter, Cheddar cheese,
and nonfat dry milk. The expenditures had declined sharply, however,

in the year ending June 30, 1965.

}/'CCC purchase and other costs (processing, repackaging, transporta-
tion, storage, and handling), less proceeds from sales.
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The U.S. Department of Agriculture net expenditures on butter,
Cheddar cheese, and nonfat dry milk for the fiscal years 1963-65 are

‘shown in the following tabulation (in millions of dollars):

Comrodity ;

Year ending : X - —
June 30-- | puttep | Cheddar | Tonfat Total

: utter . cheese ° dry milk °
1963-=mmmmmmmmmmmmmmmmmmmmeemeo: 221 51 17k L6
196k m mm m e e 146 . 52 137 335
1965 =mm = mmmm e e 125 : L5 . 136 306

The total expenditures for the three products have'decreased in recent
years. The annual expenditures for Cheddar cheese accounted‘for about
11 percent of the total in 1963 and 16 percent in 196k4; such exﬁendi-'
tures declined to about 15 percent of the total in 1965. None of the

expenditures for cheese has been for aged Cheddar.
The Current Situation Respecting Cheddar Cheese

Description and uses

The products covered by this investigation are '"Cheddar cheese,
and cheese and substitutes for cheese containing, or processed from,
Cheddar cheese." Cheddar is a natural, firm cheese made from cow's
milk. The cow's milk used may be pasteurized, heat-treated, or raw.
(Raw milk is not pasteurized or heat-treated). Both the domestically
produced and imported Cheddars are normally of a yellowish-orange color,
but some are white. Cheddar is made and used so widely in the United

States that it is often called American cheese. Cheese containing, or’
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processed from, Cheddar, i.e., "process" Cheddar, is cheese in
whole or in part of Cheddar that has been heated, emulsified, and
stirred into a‘homogenous plastic mass. g/ Process cheese is rarély,
if ever, made from raw milk, but most often is made from pasteurized
milk and sometimes is made from heat-treated milk. There are currently
no known substitutes for cheese containing, or processed from, Cheddar.
Standards applicable to both domestic and imported Cheddar cheese
have been established by the U.S. Department of Agriculture and by the
Food and Drug Administration. The standards of the Department of
Agriculture differentiate the cheese not only by quality (i.e., grade
AA, A, B, and C), but also by age (fresh, medium-cured, and aged),
whereas those of the other agency require that Cheddar contain not more
than 39 percent moisture and that its solids contain not lésslthan 50
.percent milkfat. Official definitions for the groups--fresh, medium-
cured, and aged--do not exist. In general, the flavor of Cheddar is

enhanced, i.e., it becomes "sharper", with age. Aging or curing cheese

is mainly a function of age combined with temperature under conditions
of controlled humidity. As flavor differences are highly subjective,
the age factor is resorted to as a more objective--though admittedly
arbitrary--technique for distinguishing the flavor types of Cheddar.
Fresh "unaged" Cheddar is generally made from pasteurized milk,
although it is sometimes made from heat-treated milk. Such cheese is
aged for about 60 days and is used to make process cheese. Medium~

cured Cheddar, sometimes referred to as "sharp" Cheddar, is somewhat

1/ 21 CFR 19.750
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sharper in flavor than fresh Cheddar. It is generally made from heat-
treated milk. Cheese made from heat-treated milk and from raw milk
develops a much sharper flavor than cheese made from pasteurized milk.
Moreover, cheese made from raw milk tends to develop a sharper flavor
than cheese made from heat-treated milk inasmuch as heat-treating tends
to inhibit some of the flavor-developing enzymes in the raw milk.
Medium-cured cheese is aged for periods varying from 4 to 6 months, al-
though the duration of aging may be somewhat shorter or longer than the
aforementioned time periods. The bulk of the aged so-called "very
sharp" Cheddar generally reéches its peak of flavor development at
ages ranging from approximately 9 to 16 months; small amounts are aged
considerably longer. Virtually all of the Cheddar made from raw milk
in the United States (less than 5 percent of the domestickCheddar pro-
" duction) and some of that made from heat-treated milk is so aged.
Little of the Cheddar cheese production in New Zealand, the prin?
cipal supplier to the United States, is made from raw or heat-treated
milk. Most of the New Zealand Cheddar exports to the United States
are fresh cheese made from pasteurized milk. About 35 percent
of the Cheddar produced in Canada, however, is made from raw milk.
Inasmuch as bacteria do not multiply as rapidly in cool climates as
in warm climates, milk for cheese making is not pasteurized as fre-
quently in Canada, nor in the Northeastern United States, (where.most
of the domestic raw milk Cheddar is produced) as in most other areas
of the United States. The exports of Canadian Cheddar cheese to the

United States.are made from raw milk and aged 9 months or more.
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Some countries in Europe produce ''sharp" Cheddar cheese made from
unpasteurized milk; exports of such cheese, however, have been small.
In the United States about 50 percent of the production of
Cheddar is used to make process cheese and marketed for table use in

the form of loaves or spreads under well-advertised brand names.
About 35 percent of the domestic production is consumed as natural
cheese for table use; the remaining 15 percent is used as an ingredi-
ent in foods such as soups and crackers. The U.S. imports of Cheddar
from New Zealand are virtually all used for processing. Those.from
Canada, which account for the bulk of the remainiﬁg imports, are

consumed for table use.

U.S. tariff treatment and other restrictions on imports

Import dutles.--The current rates of duty applicable to imports

of Cheddar cheese, including process Cheddar, are as follows:

TSUS
item Commodity Rate of duty
Cheddar cheese:
117.15 Not processed otherwise than by 15% ad val.
division into pieces.
117.20 Other-----—c e e e e 20% ad val.

Virtually all of the U.S. imports have entered under item 117.15 of
the Tariff Schedules of the United States (TSUS). Process cheese con-
taining small quantities of Cheddar has been dutiable as "other"
cheese under item 117.75 at 5 cents per pound, if valued not ovef 25
cents per pound, or under item 117.80 at 20 percent ad valorem, if
valued over 25 cents per pound. Imports of such cheese, however, have

been negligible.
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The aforementioned rates, which reflect concessions granted by
the United States in the General Agreement on Tariffs and Trade (GATT),
became effective in 1951. The statutory rate of 35 percent ad valorem
for items 117.15, 117.20, and 117.80,and 8.75 cents per pound for item
117.75 applies to imports from most Communist-controlled nations or
areas. There have been no imports of Cheddar cheese from such nations
or areas since World War II.

Quotas.--During the quota years (ending June 30) extending from
1954 to 1965, annual imports of Cheddar cheese had been subject to a
quota of 2,780,100 pounds under section 22 of the Agricultural Adjust-
ment Act, as amended (item 950.08). On March 31, 1966, however,
the quota was increased to 3,706,800 pounds for the quota year ending
June 30, 1966. 1/ The quota for such products for any quota year after
that ending June 30, 1966, will revert to 2,780,100 pounds unless
changed by Presidential action following the Tariff Commission's report
on the current investigation.

The limitations imposed on all U.S. imports of Cheddar cheese are
shown in part 3(a) of the appendix of the TSUS. In general, Cheddar
may be entered only by or for the account of a person or firm licensed
by or under the authority of the Secretary of Agriculture, and only in
accordance with the terms of such license. Licenses are issued under
the regulations which the Se~retary determines will, to the fullest
extent practicable, result in (1) the equitable distribution of the

respective quotas for such articles among importers or users and

1/ Presidential Proclamation No. 3709.



25

(2) the allocation of shares of the respective quotas for such articles
among supplying countries, based upon the proportion supplied by such
countries during previous fepresentative periods, taking due account
of any special factors which may have affected or may be affecting the
trade in the articles concerned. No licenses shall be issued which
will permit any Cheddar cheese to be entered during any l2-month per-
iod (beginning July 1) in excess of one-third of the quota quantity

in the first L4 months and two-thirds of the quota quantity in the

first 8 months of the period. 1/

The quantities of Cheddar from the respeétiVe supplying coun-
tries entered under import licenses issued by the U.S. Depaftment of
Agriculture during the period July 1, 1953-June 30, 1965 are shown in
table 6. About 40 importers currently hold licenses to import Cheddar
cheese. In the gquota year ending June 30, 1965, 7 of them accounted
for nearly 75 percent of the total imports. About 77 percent of the
Cheddar quota was allocated to New Zealand; 22 percent was allocated
to Canada and the remaining 1 percent to Sweden, Ireland, Australia,
and Denmark combined. During the 1953-65 period, the principal sup-

-plying countries utilized most of their annual allocated Cheddar

;/'The Administrative regulations established by the U.S. Department
of Agriculture pursuant to the above-mentioned Presidential proclama-
tion are found in Part 6 of Title 7 of the Code of Federal Regulations.
The quota base for all importers of cheese is established on the basis
of their imports during the period Januvary 1, 1948 through December 31,
1950, or, if they did not import during the foregoing period, during
the period January 1, 1951 through August 8, 1951. The licenses are
usually issued for a specified class of cheese imported directly from
a designated country through a specified port of entry. The licenses
may not be transferred or assigned except as authorized in writing by
the Department of Agriculture. The regulations contain only a nominal
provision for the entrance of new importers. Under certain conditions
of hardship, importers are permitted to shift their allocations, in
part, from one country of supply to another.
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quotas (table 6). In the quota year beginning July 1, 1964 more thgn'

95 percent of the aggregate quota was utilized.

U.S. consumption

The U.S. annual consumption of Cheddar cheese increased from 769
million pounds in 1953 to 1,025 million pounds in 1965. The bulk of
the increase in the consumption of Cheddar was in cheese used to make
process cheesge; nevertheless,the amount of Cheddar cheese consumed as
an ingredient in such foods as crackers and soups also increased sig-
nificantly. Process cheesé has gained increased popularity for use on
cheeseburgers and in cheese snacks. |

The U.S. annual per capita consumption of cheese increased sub-
stantially during the 1953-65 period, as shown in the following tabula-

tion. (in pounds):

A1l Cheddar Other

- Calendar year cheese cheese types
1953~ =memmmmnmmm e 7.5 5.1 2.4
195k m e e 7.9 5.5 2.4

1955~ =m=mmmmmm e m e 7.9 5.4 2.5
1956=mmmm e 8.0 5.4 2.6
1957mmmmmmmmmmmmmem 7.7 5.1 2.6
1958mcmm e 8.1 5.5 2.6
1950mcmmmmm e 8.0 5.2 2.8
1960-mmmmmmmmmmmmm e mm 8.3 5.4 2.9
106lmmmm e e 8.6 5.7 2.9
1962~ e mmmm e e 9.2 6.1 3.1
1963mmmmmmm e cem-- 9.2 6.1 3.1
196lm e m e 9.5 6.2 3.3
1965=mmmmm e 9.5 6.2 3.3
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Although the U.S. per capita consumption of cheese has increased
in recent years, the per capita consumption of gll dairy products has
‘declined (table 2). This decline reflects largely the substitution by
consumers of fodde either high in vegetable fat or low in butterfat

for high-butterfat foods. Nutritional practices have been changing.

Moreover, most high-butterfat foods have been at a price disadvantage.
The annual per capiﬁa consumption of butter decreased from 8.5 pounds
in 1953 to 6.6 pounds in 1965, whereas that of margarine increased
from 8.1 pounds to 9.9 pounas° In 1964, the U.S. Department of Agri-
culture reported that the retail price of butter was nearly 3 times ae
high as the retail price of margarine. The consumption of cheese has
continued to expand in recent years, notwithstanding increasihg price.
Inasmuch as cheese is a less expensive source of protein than is
meat in some countries, it frequently substitutes for the latter.
Although the United States consumes a larger total gquantity of cheese
than any other country, per capita consumption (9.5 pounds) is lower
than that of most European countries. In 1963, the per capita con-
sumption of cheese in Ttaly was 20.9 pounds, in France 20.7 pounds, and
in Denmark 19.8 pounds. Nonetheless, the per capita consumption of
cheese is higher in the United Statesvthan in countries such as Neﬁ
Zealand and Canada, where, as in the United States, the consumption of

meat is very high.
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U.S. producers and production

The number of U.S. plants producing Cheddar cheese declined from
1,050 in 1958 to 838 in 196L4. Meanwhile,the number of large-size plants
increased. In 1958, about 160 plants produced more than 1.5 million
pounds of cheese each; in 1964, there were about 210 such plants.. Dur-
ing the period 1958-64, plants of this size accounted for the bulk of
domestic production. Sales of Cheddar are generally the primary source
of cash income for the producing plants.

The East North Central region of the United States has long been
the major Cheddar cheese producing area. Wiscbnsin, the leading State,
accounted for 49 percent of the domestic production in 1964; next in
order of importance were Missouri, Iowa, Minnesota, Kentucky, Tennesseea
and New York, which together accounted for 22 percent.

During the past decade, U.S. producers have changed substantially
the forms and styles of Cheddar cheese. In the early 1950's, more thén
half of the output of Cheddar cheese consisted of cylindrical-shaped
cheese weighing 70-80 pounds. By 1965, however, such "Cheddar styles"
accounted for less than 5 percent of the total. The decline in the
marketings of Cheddar styles is attributable largely to the expanded
use of the L0~ and 60-pound rindless blocks of Cheddar cheese and the
introduction of Cheddar cheese in barrels. Barrel Cheddar is a 500-
pound cheese made in a plastic-lined, barrel-shaped, steel container.
It is especially adapted for proéessing, inasmuch as labor costs are
lower and cheese wastes are smaller when the large size cheeses are

processed. Because of their cutting and packaging advantages, the



29

L0~ and 60-pound rindless blocks are more suitable for conventional
chain store marketing than the Cheddar styles. In 1964, about 45 per-
cent of the output of Cheddar cheese consisted of the aforementioned
blocks; nearly L0 percent was barrel Cheddar.

Most Cheddar cheese plants send their output to concerns which
age and market the product. Many of these concerns, known as assemblers,
make process cheese; some produce and handle other dairy products and a “
variety of other foods. Approximately 25 of these assemblers handle
about 70 percent of the Cheddar cheese produced in the United Stateéo
Although the assemblers do hot generally own the plants that make the
Cheddar cheese, they often supervise their operations and require that
the cheese meets designated specifications. The aging of most Cheddar
cheese is carried on under contract often negotiated aboutf a year in
- advance by assemblers and chain stores. Cheddar deemed likely to
develop imperfections while aging is processed rather than aged.

The U.S. annual production of Cheddar cheese decreased from 967
million pounds in 1953 to 849 million pounds in 1959. In 1960, how-
ever, production increased to 894 million pounds and by 1961 it amounted
to slightly more than 1 billion pounds (the highest level on record),
valued at some $400 million. Production in 1961 was about 1L percent
greater than in 1960, This sharp increase is attributable laygely to
the increased civilian demand for Cheddar and partly to an increase in

the CCC purchase price. 1/ During the period 1961-65, domestic

}/ Accordingly, a larger portion of the output of manufacturing milk
was used in producing Cheddar. Similar diversions in the utilization
of the milk supply occurred in late 1965; see the section of this re-
port on the domestic dairy situation.
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production remained near 1 billion pounds annually. In January-April
1966, the production of Cheddar cheese was about 3 percent lower than
that in the corresponding period in 1965. 1In recent years, about 8
percent of the total U.S. production of milk has been used to produce
Cheddar cheese.

About half of the U.S. output of Cheddar cheese is made from
pasteurized milk. Such cheese, after being aged for about 60 days, is
used for processing since pasteurizatiop inhibits the bacterial growth
necessary to develop the desirable "sharp" and "very sharp" flavors
obtained by longer aging. The bulk of the remaining output of Cheddar
consists of the "sharp" type and is made from heat-treated milk. Leéé
than 5 percent of the total is made from raw milk. In the United States
virtually all Cheddar cheese made from raw milk, and part'of that made
from heat-treated milk is "very sharp" cheese aged 9 months or more.
High.quality~milk (i.e., that produced under conditions that retards the
growth of undesirable bacteria) is required to impart the desirable "sharp"
and "very sharp" flavors to the cheese. Trade sources estimate that fhe

costs of aging Cheddar cheese range from 0.3 cent to 0.5 cent per pound

per month.
Reports received from the major sellers of aged Cheddar indicate
that about 100 million pound<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>